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TIMBER BONDS AS LEGAL INVESTMENTS FOR 
MICHIGAN SAVINGS BANKS 



By W. A. Hamlin & Co., 

Detroit, Mich. 



The laws of Michigan governing the investment of savings bank 
deposits provide that they may be loaned "upon notes or bonds 
secured by mortgage lien upon unencumbered real estate worth at 
least double the amount loaned." It is under this section that 
timber bonds have found favor with these institutions. 

The timber bond is secured by real estate containing standing 
timber worth at least double the amount of the loan. It bears six 
per cent interest, matures serially, generally sells at par, and is 
based upon a commodity with a steadily increasing value. 

The timber being the principal security underlying the loan, 
great care is always taken in estimating its quality and quantity 
by the bond house putting out the issue. It is required that the 
timber land must be largely owned in fee, or controlled by lease 
running well beyond the life of the bonds. It must be so located 
as to present no unusual obstacles to logging, the timber must be 
of good, merchantable quality and cruised by men of known char- 
acter and reputation. The cruisers count the trees upon the prop- 
erty and figure out the lumber feetage by mathematical calculation, 
and as this work is done by experts, the results are accurate and 
reliable. 

The titles to the property are examined at the county seats, 
the state and United States land offices, and the abstracts checked 
with the original records by attorneys who specialize in such work. 
If the titles are approved, the mortgage is drawn so as to contain 
every safeguard that can be given the investor. 

A sinking fund provision is inserted, requiring the deposit with 
the mortgage trustee of a specified amount per thousand feet of 
timber payable either before or at the time of cutting. This sinking 
fund will retire all of the bonds when about one-half of the timber 
has been cut off the land. By the operation of this sinking fund, 
and the serial retirements, the holders of the bonds maturing last, 
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have an ever increasing equity, as the original rate at which the 
loan was made is being constantly reduced. Thus a loan made at 
the rate of $1.50 per thousand feet of timber, will have been reduced 
to about twenty or thirty cents per thousand when the final matu- 
rities become due. 

From a physical and moral standpoint, the average timber 
bond is subjected to a most rigid and thorough test, having been 
passed upon by experts from the inception of the loan. Every 
contingency that might cause damage and depreciation to the tim- 
ber is carefully safeguarded in the mortgage by the requirement of 
a deposit covering the amount of the loss. 

If the company is operating the property, its books are audited 
by experts, and a statement made of its business covering a period 
of years. The book value of the physical security is carefully 
determined, and if found adequate for the loan, the moral risk is 
then analyzed. The character of the men constituting the company, 
their ability as lumbermen, and their experience in the business 
extending over a definite time, are all subjected to the most searching 
inquiry, as is likewise the credit of the company and its promptness 
in meeting obligations. 

The payment of both principal and interest is sometimes per- 
sonally guaranteed by an individual member of the company, whose 
financial worth will approximate or exceed the loan. This require- 
ment of guarantee while more or less in general vogue, does not, 
however, add any additional safety, as there is no way to prevent 
the endorser from disposing of his property at any time he sees fit. 

After all, the timber land under the mortgage is the main re- 
liance of the bondholder, and that being satisfactory, the personal 
guarantee may be overlooked or required, according to the pre- 
dilection of the bond house making the loan, or the individual pur- 
chasing the bonds. 

One of the principal arguments made against timber loans is 
the fire risk, but a little examination of this supposed danger will 
prove it more imaginary than real, as practically all the fire losses 
are confined to certain northern and northwestern portions of the 
country, which being well known, are avoided by bond houses. No 
phase of the timber bond is given more careful consideration by 
bankers and bond houses than the fire risk. 

Before a loan based upon timber lands outside of Michigan can 
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become a legal investment for Michigan savings banks, the state 
authorities require the appointment of a Michigan institution as 
trustee, subject to the examination of the state bank examiner. 
The trustee has in its possession a copy of the mortgage, the legal 
opinion, the detailed cruise, and all other information bearing on 
the trusteeship and bond issue. 

With all the safeguards placed around timber bonds by the 
laws of Michigan it would seem they are as safe an investment for 
savings banks as human ingenuity can create. The wisdom of 
making timber bonds legal savings bank investments is borne out 
by the small number of defaults, the percentage being so slight as 
to be almost negligible. 



